This study investigates investor concerns in the formation of strategic alliances, specifically concerns regarding opportunistic behavior and partner capabilities at the announcement of the alliance. Consistent with prior studies, our results show that both two partners gain in terms of abnormal returns and firm size, but that these benefits disappear within few days following the announcement, indicating that the market takes a dim view of alliances between large companies. The results suggest that investors are mostly concerned with short-term gains from speculation, rather than the ability of the alliance to increase long-term value.
Introduction
Firms frequently join together to create strategic alliances (S-As), pooling assets and/or technical skills to improve product development, and/or to extend market share (Hagedoon, 1993) . Prior empirical studies have shown that, on average, shareholder value increases when firms announce an S-As (Chan et al., 1999; Anand & Khanna, 2000) . However, S-A is a complex and risky process between two or more firms, and many such initiatives fail to deliver anticipated benefits. This raises the question of whether investors consider the potential for failure in S-As or whether they are rather focused on short-term speculative gains. To investigate investor behavior, we focus on S-As activity in the world's two world largest economies-the US & Japan-to identify underlying reasons for markets to confer different valuations on firms entering into an S-As.
In this study, we focus on two key factors in formulating the market's valuation: opportunistic behavior and companies' comparative advantage, which are widely discussed in the S-As literature (Kale et al., 2000; Kale et al., 2002) and influence the likelihood of the S-As successfully delivering its anticipated benefits. Furthermore, we also consider investor speculation. To identify investor opportunism and partners' comparative advantage, we consider alliances formed by two or more than two public firms of different sizes, one each from the US and Japan. To preserve its competence, the smaller partner may opportunistically take advantage of the larger partner's resources while failing to share its own core technology or information. In such circumstances, at the S-As announcement, the market may reward the smaller firm with an increased valuation, but decrease the valuation of the larger firm. Thus, we separately calculate the cumulative abnormal returns (CARs) of the smaller and larger partners at the announcement, and examine the impact of the S-A characteristics on the CARs of the respective firms. Using a sample of 427 contractual S-As events between a total of 918 US and Japanese firms, we find that, on average, stockholders in both enjoy capital gains immediately following the announcement, but that this benefit disappeared after a few days.
Research Hypothesis
Companies can benefit from S-As through sharing technology, knowledge, sales channels, and facilities. Ideally, such an arrangement will create synergies which benefit both firms. However, S-As can fail due to one or both partners entering the arrangement with the intention of exploiting the other firm's resources, assets or channels.
To protect themselves from such exploitation, partnering firms may hold back crucial assets or capabilities, hide information, or shirk their contractual obligations and responsibilities. Such opportunistic behavior may result in one partner gaining at the expense of the other partner. This study tries to infer the impact of the announcement of an S-As on investors. First, we consider six attributes (i.e., R&D, licensing, manufacturing, financing, marketing agreements, and technology transfer and integration) of the S-As which may affect the stock prices of the partnering firms around the announcement day. To determine the effect of the type of S-As (Das et al., 1998) , we divide those S-As events into four types: technical, manufacturing, marketing, and other. Second, relative size is an important factor when forming an S-As between a larger firm and a smaller firm on which the larger firm is dependent for innovative technologies or rare resources. The technical dependence of larger partner raises the visibility and bargaining power of the smaller firm (Merton, 1987) , while the larger partner provides resources to support the requirements of the smaller partner. Thus, the smaller partner is seen as being the net beneficiary of the S-As and the announcement effect for the larger partners is equivocal. Third, S-As established between firms in different industries is a signal that the firms are seeking diversity, or that they have complementary product lines. Investors thus estimate the potential for success based on this diversification or complementariness. Empirical studies show that diversification reduces firm value (Berger & Ofek, 1995) , especially in technical alliances struck to achieve diversification. Fourth, S-As have a greater chance of success when at least one of the partner firms has experience in forming such arrangements (Anand & Khanna, 2000) , and the experienced partner can include structures and mechanisms to prevent opportunistic behavior on the part of the other partners. Finally, investment in R&D (Chauvin & Hirschey, 1993 ) is a crucial driver for growth and innovation, especially in technology-related industries. Stock markets are keenly aware of R&D investment and such investment has a positive effect on stock returns (Chan et al., 1990) . Therefore, investors may react favorably to S-As announcements from firms with high R&D intensity.
Method and Data
Data on strategic alliances for a period of 21 years was obtained from the Securities Data Corporation (SDC) database. To determine the large-scale effect, we select cross-country S-As events between US and Japan firms. We then cross-reference the partnering firms with data from the Center for Research in Security Prices (CRSP) to calculate their respective cumulative abnormal returns (CARs) and the Compustat database to obtain accounting data. This selection process produced a total of 427 S-A events between multiple public firms, one each from the US and Japan. Types of S-As, S-As experience, and the Standard Industrial Classification (SIC) codes of the partnering firms were obtained from the SDC. Daily returns of the partnering firms were obtained from the CRSP database. Size is used as a proxy for capitalization which is calculated by multiplying the close price by the number of shares outstanding (also obtained from CRSP). Accounting data (i.e., sales and R&D expenses) were obtained from the Compustat database. To determine the announcement effect of the S-As, we used the event study approach proposed by Chan et al. (1997) . The market model is estimated using data from 180 to 21 days prior to the S-As announcement day. Abnormal returns (ARs) are calculated as returns minus expected returns using the market model, and CARs are calculated by the sum of ARs over the announcement period. The Z statistic test is used to test the significance of the ARs and CARs. The 427 alliances (between 918 firms) were categorized as technical (251 cases), manufacturing (56), marketing (53), and other (67). Of the 918 firms surveyed, 708 belonged to the high-tech sector, while 210 were classified as traditional industries. In nearly all cases, the US partner was larger in terms of market value than the Japanese partner, and this disparity was greatest in manufacturing S-As (median 9.43 times) and smallest in technical S-As (median 7.39 times). In addition, the majority of US-Japan S-As occurred before 2000 (see Table 1 ). The sample contains strategic alliances formed by US and Japan public companies and completed during 1990-2010. The larger and smaller partners of an alliance are judged by the market values (MVs) of their common stocks on the 21th day prior to the alliance announcement.
The mode of alliances (technical, manufacturing, marketing, and others) indicates the property of the cooperative agreement. Mixed denotes more than two types of alliances. In Panel C, MV is the market value of common equity (million $) on the 21th day prior to the alliance announcement, and BM denotes the book-to-market ratio. Size ratio is the smaller partner's MV divided by the larger partner's MV. * , † , and ‡ denote Z-value significant at the 10%, 5% and 1%, respectively.
Result and Discussions
In table 2, the pre-announcement effect is significantly negative for both the US partners (CARs(-20,-11)=-0.95%, p<0.05) and Japan partners (CARs(-20,-11)=-0.57%, p<0.05). However, closer to the announcement day, the pre-announcement effect (CARs(-10,-2) is respectively -0.49% and -0.34% for US partners and Japan partners. Although the CARs are still negative, the negative return effect shrinks. Interestingly, the announcement effect near the announcement day is positive for the US partners (CARs(-1,+1)=0.36%) and significantly positive for the Japan partners (CARs(-1,+1)=0.49%, p<0.01). Furthermore, on the announcement day, the announcement effect is significantly positive for both the US partners (ARs(0)=0.4%, p<0.05) and Japan partners (ARs(0)=0.32%, p<0.01). This indicates either information leakage prior to the announcement day or that investors are reacting in real time to the S-A events. The post-announcement effect for US partners is negative and statistically significant (CARs(2,10)=-1.04%, p<0.05 and CARs(11,20)=-0.95%, p<0.1), while the Japan partners experience negative CARs(2,10) and positive CARs(11,20) with statistical insignificance (CARs(2,10)=-0.16% and CARs(11,20)=0.14%). This wealth transfer effect (from the US partners to the Japan partners) implies that investors believe that S-As are harmful to US partners but advantageous to Japan partners (consistent with Anand & Khanna, 2000) . When separates the S-As into the technical, manufacturing, marketing, and others groups. The CAR patterns for S-As in the various categories (technical, manufacturing, marketing and other) are similar, except that the US partners in the marketing group experience positive CARs before and after the announcement day. This indicates that investors prefer marketing alliances and such S-As events will benefit both parties. Because the majority of the S-As events between the US and Japan occurred between 1990 and 2000, we also tested the announcement effect in different periods (i.e., 1990-2000 and 2001-2012) . Again, the CARs patterns among two periods were similar (see Figure 1-Figure 3) . There are in total 427 events of strategic alliances consisting of US and Japan companies completed during 1990-2010. The larger and smaller partners of an alliance are judged by their market values (MVs) on the 21th day prior to the alliance announcement. Panels A and B report cumulative abnormal returns (CARs) around the alliance announcement day. In Panel C, EW MV is the average dollar change in market value from day -1 to day 1 (i.e., EW MV =  1 
, where w i is the weight of company i's market value). * , † , and ‡ denote Z-value significant at the 10%, 5% and 1%, respectively. To investigate the relative size effect around the S-As events, we ranked the partner firms by market value, resulting in three groups: two large firms, two small firms, and one large and one small firm. Firms in the small-large group enjoy CARs which are significantly positive and greater than those of the two other groups (5.01% in technical, p<0.05; 4.21% in manufacturing, p<0.01; 3.76% in marketing, p<0.01). These results are consistent with our prior results and imply that a small firm forming an S-As with a large firm can earn greater returns due to the reference effect and by engaging in opportunistic behavior. In addition, to exhibit the impact of industry relatedness on the announcement effect, we sorted the sample according to whether or not the partnering firms shared the same first 2-digit SIC code. For technical S-As, the larger partners of both the related and unrelated groups experienced a loss of value. However, marketing S-As exhibit a different CARs pattern from technical S-As. Marketing partners show a wealth transfer effect in the related group and both partners experience positive CARs in the unrelated group. Unrelated marketing S-As are partner a manufacturer and a Vol. 6, No. 12; 2013 81 distributor to sell products or services in new markets. The positive announcement effect for both partners indicates that investors believe that the S-As can create extra sales (not tabled). There are in total 427 events of strategic alliances consisting of US and Japan companies completed during 1990-2010. The larger and smaller partners of an alliance are judged by their market values (MVs) on the 21th day prior to the alliance announcement. * , † , and ‡ denote Z-value significant at the 10%, 5% and 1%, respectively.
To determine the connection between R&D intensity and the announcement effect, we use a ratio of R&D expenses to sales to separate both partners into high and low R&D groups. For technical S-As, the announcement effect of the large partners is positive (CARs (-1, +1)=0.16%) if both partners have high R&D intensity. This result is consistent with the argument that investors take a positive view of S-As between two high R&D intensity firms because they view such an alliance as creating useful synergies. Furthermore, as a proxy for experience with strategic alliances, we traced whether either of the partnering firms had been involved in another S-As within the five years preceding the S-As announcement in question. The empirical results indicate that larger, experienced firms have a negative announcement effect for technical S-As, but a positive announcement effect for marketing S-As. However, if the larger partner is experienced and the smaller partner is not, then the larger partner experiences positive CARs (0.06%) while the smaller partner experiences lower CARs (1.28%) in technical S-As. This implies that, in technical alliances, experienced larger partners may take advantage of their small partners. There are in total 427 events of strategic alliances consisting of US and Japan companies completed during 1990-2010. In Panel A, the larger and smaller partners, are evenly separated into the high and low R&D-to-sales groups, respectively. In panel B, Yes (No) denotes that the partner had at least one (no) alliance experience within the five years before the alliance announcement. * , † , and ‡ denote Z-value significant at the 10%, 5% and 1%, respectively.
Conclusions
This study investigates investor response to the formation of 427 strategic alliances between two or more than two of US and Japanese companies between 1990 and 2010, along with variations of the announcement effect based on four primary alliance attributes. On average, cumulative abnormal returns (CARs) of the larger and smaller partners are respectively negative and positive. Furthermore, post-announcement CARs for the smaller partner are positive, while those for the larger partner remain negative. These results implies a wealth transfer effect from the larger partners to the smaller partners, indicating that investors are apprehensive about the smaller partner engaging in opportunistic behavior. We also find that inexperienced smaller partners teamed up with experienced larger firms tend to have lower CARs around the announcement. Furthermore, if both the larger and smaller firms are R&D intense, the CARs for both are positive. However, in other alliance types, bigger firms have negative CARs, while the smaller firms have positive CARs. This indicates that investors pay little attention to the partners' comparative advantage to increase value at the time of the announcement. Overall, we conclude that investors are mostly concerned about the presence of opportunistic behavior.
